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SUMMARY: 


Main indices of GDR economic performance indicate a slowing of 
the rate of growth of the economy and a marginal easing of the 
rate of rise of the standard of living. In the face of con- 
tinuing pressure of rising energy costs, raw materials prices, 
and manpower constraints, net national product grew 4 percent 
in 1978, and the target for 1979 expansion has been set at 4.3 
percent. Industry plays a leading role in the effort to expand 
output of the economy, with particular emphasis being laid on 
expansion in coal and energy, electronics and data processing, 
mechanical engineering, and chemicals. 


The pace of investment is being accelerated in an effort to 
replace obsolete industrial plant and to raise productivity. 


Available evidence suggests that the GDR succeeded in expanding 
exports somewhat faster than imports in 1978, decreasing the 
country's trade deficit overall. The deficit in trade with 
hard-currency countries increased, however, to about $1.9 
billion, partially offset by a surplus on non-trade account. 
The GDR continues an active engagement with western banks, 
borrowing bank-to-bank and in syndications for current import 
needs and general purposes. 


A strong need for imported technology and equipment to increase 
productivity implies a potentially broad market for U. S. export 
sales. The United States Government supports the expansion of 
trade with the GDR by assisting business firms to develop trade 
contacts, official participation at the semiannual Leipzig Fair, 
and Technical Sales Seminars of U. S. firms before audiences of 
qualified GDR specialists. The formation of private US-GDR and 
GDR-US Trade and Economic Councils, as well as GDR interest in 
expanded business contacts with U. S. firms have also provided 
impetus to the development of US-GDR trade. 





KEY ECONOMIC INDICATORS 
GERMAN DEMOCRATIC REPUBLIC 


78/77 79/78) 
1977 1978 x100 x100 


Produced National Income 135.2000 161,460 104 .0 104.3 
(GDR marks, millions) (2) 
1975 prices 
Industrial Production 94,530 99,635 105.4 105.5 
(GDR marks, millions) 
1975 prices 
Electric Power Production 91,996 95,955 104.3. 104.2 
(billion KWH) 
Steel Production 6,849 6,975 101.8 (3) 
(metric tons, thousands) 
Chemical Fiber Production 286, 305 288, 312 100.7 (3) 
(metric tons) 
Retail Trade Turnover 89,381 92,583 103 .6 
(GDR marks, millions) 
Of which, 
Food Products 45,710 47,339 103.6 
Manufactured Goods 43,071 45,244 105.0 
Investment 
(GDR marks, millions) 49,4154) 50,8974) 103.0 


FOREIGN TRADE 
Exports 13,780) 15,2008) 110.3 
($US, millions, 
current prices) 
To USA 16.8 35.2 209.5 
($US, millions, 
current prices) 
{uports 16,4509) 17,670) 107.4 
($US, millions, 
current prices) 
From USA 22067) 2207) 100.0 
($US, millions, 
current prices) 
Exports plus Imports 107.1 
(SUS, millions 
current prices) 
Of which, 
Trade with non- 
Communist Countries 


Economic plan targets 

US$ = M1.90 

Not available 

Includes participation in CEMA resource projects abroad 

Data of German Institute for Economic Research (DIW) Berlin (West) 
Wochenbericht 6/79, converted to dollars at rate $1.00 = VM 3.0335 
Same as (5), extrapolated from data for January-September 

Embassy estimate 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Performance 


The economy of the German Democratic Republic is experiencing 
strain, with main economic indicators reflecting a tendency 
toward slowdown in the rate of expansion of the economy, and a 
marginal easing of indices associated with growth of the 
standard of living. 


Official statistics show that the GDR economy, under continuing 
pressure from rising costs of energy and raw materials and man- 
power shortages, grew 4 percent in 1978, yielding a net 
national product of 161 billion GDR marks, but falling signifi- 
cantly below the target of 5.2 percent growth set for the economy 
at the beginning of the year. The target for overall growth of 
output of the economy in 1979 has been set at 4.3 percent, 
reflecting an apparent decision on the part of economic planners 
to trim the country's economic goals in light of the difficult 
economic environment in which the GDR finds itself, especially 
in respect to the rising costs of energy and imported raw 
materials. 


Industry, the mainspring of the advanced and highly industri- 
alized GDR economy, recorded a growth of output of 5.4 percent 

in 1978 and the output of enterprises under the direction of 
industrial ministries rose 5.8 percent. Corresponding targets 

for growth of industrial production in 1979 have been set at 5.5 
and 5.8 percent, respectively, reflecting continued heavy emphasis 
on the development of industry, with particular stress being laid 
on expansion of the coal and energy, electronics and data process- 
ing, mechanical engineering, and chemical sectors. 


Efforts to spur production are focusing on the need to raise 
productivity, primarily through innovation, and by shortening the 
lag between the development of improved technologies and their 
application in the production process. Heavy stress is also 
being laid on more efficient and intensive exploitation of 
existing capital plant. A generally obsolete and overburdened 
infrastructure, especially in the transportation sector, is an 
important problem area; and labor supply constraints tend to 
undermine efforts to extend the productivity of capital equipment 
through shift work. Under these circumstances, the development 
and introduction of labor-saving technologies is a matter of 

some urgency. 
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Other current priorities in improving the economy's performance 
are the effort to achieve a steady reduction in factor inputs 
per unit of output, acceleration of commissioning of major 
investment projects, and encouragement of "rationalization" 
measures by enterprises themselves as an alternative to costly 
investment projects. 


Investment as a whole in 1979 is planned to rise 5.6 percent 
above total investment in 1978. The investment target reflects 
a return to a higher investment rate after a marginal easing in 
1978, and a trend toward allocation of a higher relative share 
of investment to industry is also evident. Of industrial 
investment, 60 percent will be allocated to the fuel and 
energy, metalworking and metallurgy, chemical industry, and 
prospecting and geology sectors. 


A modest organizational reform has been introduced in industry 
as part of the effort to improve economic performance. The 
reform increases the number of vertically-integrated, semi- 
autonomous "combines," and places greater authority and 
responsibility in the hands of combine directors. Some of the 
new combines are being authorized to conduct business with 
foreign firms, a fact of possible significance to firms 
interested in doing business in the GDR. 


The GDR has developed a collectivized form of agriculture but 
has not embarked on a program of development of large inte- 
grated state farms. Some steps toward decentralization of 
decision making have been taken, and official encouragement has 
been given to the 5 percent of GDR agriculture represented 
by small private plot production. However, little change is 
anticipated in the basic collectivized structure consisting of 
specialized crop producing units averaging 5,000 hectares in 
size and animal producing units emphasizing large scale 
production. GDR agriculture relies on heavy use of irrigation, 
pesticides, fertilizer, advanced mechanization, aviation, and 
scientific methods. Progress in these areas is restrained 
somewhat by limits on the availability of resources for invest- 
ment. 


Production in 1978 was about average. Although the grain crop 
probably reached 9.5 million m.t., spoilage reduced usable 
crop to under 9 million m.t. Rapeseed production increased 
marginally to about 329,000 m.t. Potato production fell 
slightly; sugar beet production declined 15 percent; and green 
fodder production declined sharply with corn silage production 
falling 44 percent. Fruit production was generally poor and 
vegetable production lagged. Meat production varied little 
from the previous year. 
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The GDR continues to depend on imports of agricultural products 
to meet domestic needs. About 3 million m.t. of grains and 
about 900,000 m.t. of protein feedstuffs are imported annually, 
largely for animal feeding. The United States provided over 
$200 million, largely corn, wheat, and soybean meal, of the 
GDR's agricultural import requirements in 1978. U. S. exports 
are expected to increase somewhat in 1979- 


Foreign Trade 


About a fifth of GDR national product enters foreign 

trade, which is crucial to the GDR's ability to support and 
develop its modern industrialized economy. Approximately two- 
thirds of this trade is conducted under bilateral arrangements 
with other communist countries, particularly the European 
members of COMECON. The GDR provides industrial products, 
especially machinery, in return for imports from Eastern Europe 
which include a comparatively much higher proportion of primary 
products, fuels, and raw materials. By contrast, the GDR's 
trade with the industrialized West, dominated by the inner- 
German trade with West Germany, involves primarily GDR imports 
of sophisticated capital equipment, key industrial inputs, some 
consumer goods, and feedgrain and other raw materials not 
available elsewhere, in exchange for GDR deliveries of 
chemicals, industrial and light manufactures, and agricultural 
raw materials. 


Although data published by the GDR are sketchy, information 
available suggests that imbalance in trade with both the 
communist and non-communist world is a cause of concern and a 
spur to efforts to increase exports and to hold imports within 
tight limits. GDR data state that foreign trade grew 11 per- 
cent in 1978, to a total volume of 102 billion valuta marks* 
($34 billion). 


Western analysts, drawing on data published by countries with 
which the GDR trades, believe that exports rose faster than 
imports in 1978, reducing the GDR's trade deficit $200 

million to about $2.5 billion on total exports of VM 46.1 
billion ($15.2 billion) and imports of VM 53.6 ($17.7 billion). 
After a drop in 1977, imports from the west in 1978 again rose 
faster than exports, increasing the GDR deficit in hard- 
currency trade by an estimated half a billion valuta marks to 
VM 5.6 billion ($1.9 billion). Exports to West Germany, the 
GDR's biggest trade partner in the West, fell marginally to 
about $2.2 billion. 


*An accounting unit thought currently to have a value of approxi- 
mately US $1 = VM 3.03. 
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Data published by the Soviet Union, the GDR's largest trade 
partner, indicate that the GDR's deficit in trade with that 
country narrowed as a result of a surge of GDR exports 

in the last quarter of 1978. Such a sharp increase in exports 
to the USSR, if maintained, would increase pressure on the 
supply of goods available for export to other markets. 


Credit and Finance 


The GDR publishes no data on exchange reserves and foreign 
indebtedness. Western analysts, however, estimate GDR hard 
currency indebtedness at the end of 1978 at more than $7 billion, 
exclusive of a $400 million (DM 850 million) overdraft facility 
with West Germany. The GDR has extensive relations with Western 
banks, including U.S. banks. It participates actively in inter- 
national banking, borrowing bank-to-bank, as well as by means of 
general purpose syndications. 


Borrowing continues to occupy an important place in the GDR's 
strategy for bridging the gap between the cost of needed techno- 
logy and raw material imports and the country's export earnings. 
In assessing the GDR's hard-currency finances, it is important 
to take into account significant D-Mark inflows generated by 
remittances, fees and charges imposed on visitors, and payments 
made by the West German government under various bilateral 
agreements. 


IMPLICATIONS FOR THE UNITED STATES 


Already a purchaser of significant quantities of U.S. agri- 
cultural commodities, in particular coarse grains and soybean 

meal used for livestock feed, the highly industrialized German 
Democratic Republic represents a potentially significant market 

for American manufactured goods. This is especially true for equip- 
ment and technology needed to secure the continuing rise of pro- 
ductivity in domestic industry. In the consumer field, the GDR 
imports modest quantities of food items, apparel, and appliances 
for sale to the public, in certain cases for hard currency. 


The GDR has made clear its interest in expanding contacts with 
the United States business community, and in obtaining bids 

from American firms for production equipment and technology in 
selected fields, particularly on the basis of compensation trans- 
actions involving payment by the GDR in part orin whole in the 
form of output of the plant thus constructed. The current 
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strong preference on the part of the GDR for compensation deals 


is a reflection of continuing foreign exchange scarity and the 
relative weakness of GDR marketing capabilities. 


Besides its potential as a market for American exports, the GDR 
is a significant supplier of basic chemicals to large US-based 
multi-national firms. Efforts are being made to acquaint 
potential licensees with GDR technologies of possible interest, 
as for example, in the extraction and gasification of lignite 
coal and in metallurgy. The GDR is promoting exports of machine 
tools, textiles, machinery, and polygraphic machinery, besides a 
number of traditional areas in the consumer and light industrial 
fields. The GDR has recently begun to express an interest in 
cooperative arrangements with foreign firms in capital development 
projects in third countries. There is not at present any 
foreign management or equity investment in the GDR economy. 


Through the American Embassy in Berlin and the Bureau of East- 

West Trade of the U.S. Department of Commerce, the United States 
supports vigorously the efforts of U.S. firms to expand trade 

with the GDR. Besides assistance and counsel to interested business 
executives, this support takes the form of United States exhibi- 
tions and business development offices at the semiannual Leipzig 
Fair, as well as Technical Sales Seminars by U.S. business 

firms before audiences of qualified GDR specialists. 


The formation of a private US-GDR Trade and Economic Council com- 
posed of U.S. business firms engaged in trade with the GDR has 
also contributed to the development of closer business ties. 

The American group has held three annual joint sessions with a 
GDR counterpart Council to explore means of expanding trade. 


The foreign trade system of the GDR is a monopoly under the 


direction of the Ministry of Foreign Trade, to which about forty 
Foreign Trade Organizations, each specialized along product lines, 


are subordinate. Detailed information is available in the U.S. 
Depszrtment of Commerce Overseas Business Report 75-53, "Trading 
With the German Democratic Republic." 


* U. S, GOVERNMENT PRINTING OFFICE: 1979—281-058/124 











